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INTRODUCTION 


The relation between political democracy and the 
economic system has been discussed by wishful thinkers 
who, desiring the best of all possible worlds, give insuf- 
ficient attention to the conditions which promote the 
most efficient division of labor. This relationship has 
also been discussed by business practitioners, so culti- 
vated in the mechanisms of a particular economic sys- 
tem that they are incapable of contemplating any modi- 
fication. 

Dr. Heilperin belongs in neither category. He views 
the problem both as a liberal and as an economist with 
wide experience in both European and American tradi- 
tions. He presents, in language which a layman can un- 
derstand, the reasons why the automatic mechanisms of 
the market must play a prominent role in a liberal so- 
ciety. 

~ The first draft of this essay was presented to the Con- 

ference on Science, Philosophy, and Religion, held in 
New York in August, 1942, and appears in the Confer- 
ence’s Third Symposium. 

This is the thirty-seventh of a series of public policy 
pamphlets which the University of Chicago Press is pub- 
lishing. Frequently, the scholarly journals give no at- 
tention at all to the problems that have an acute public 
interest, while the ordinary magazines can print little 
but superficial comment. The University might well 
perform a valuable service by making available to the 
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public whatever special training and information it may 
have at its disposal. The continuation of such a series 
will, of course, depend upon the reception by the public. 

Perhaps it goes without saying that the authors of 
these pamphlets are individually responsible for their 
~ views and that they in no way involve the responsibility 
of the University of Chicago. 


Quincy WRIGHT 
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ECONOMIC POLICY AND DEMOCRACY 
I 


Democratic institutions are threatened by the war 
between democratic and totalitarian powers, by anti- 
democratic movements within democratic states, and by 
economic developments and social currents. A defense 
of democracy involves not only victory in the military 
war but also success of democratic and liberal forces 
within the various societies. The latter will depend not 
only on political and ideological contests and on their 
outcome; it will be influenced to a considerable extent 
by the ability to solve pressing economic issues in a 
spirit of liberalism rather than in that of collectivism. 
The future of the prevalent pattern of social life depends 
on political, spiritual, and emotional factors—but it also 
depends on economic developments. The intricate fab- 
ric of human relationships in society includes, very 
prominently, elements relating to the distribution of re- 
sources among various uses and of finished goods among 
various users or consumers. The way in which economic 
issues will be solved in the post-war years will influence 
not only the level of welfare of mankind but also the 
_ forms of organization of political and social life. Lest 
the pressure of economic developments should imperil 
democratic institutions, we must make up our minds as 
to the type of society we wish to live in and then adapt 
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economic policies to the general framework of social and 
political institutions." 

It is the contention of the’ writer that economic liber- 
alism is the economic policy or pattern of economic or- 
ganization that fits into the political and social pattern 
of democracy, and that collectivism in economic matters 
leads to the political realization of the authoritarian 
state. In order to avoid misunderstandings, the terms 
used are defined as follows: Democracy is the govern- 
ment by men and women elected in free elections by all 
the members of society entitled to vote; the right to 
vote being held by every adult member of society; deci- 
sions being taken by the majority, but the rights of 
minorities—one of which consists of the right of the 
minority to become in turn a majority?—being pro- 
tected. Liberalism will be used here to describe political 
forces which aim at the development and maintenance 
of the political, intellectual, and moral freedom of every 
individual composing society, and, at the same time, at 
the widest spread of material prosperity. In the indus- 
trial age, liberalism stimulates the division of labor, do- 
mestically and internationally; aims at an improving 
distribution of wealth and income among all the people 

1 Cf. the excellent study by Professor F. A. von Hayek, Freedom and the 


Economic System (‘‘Public Policy Pamphlets,” No. 29 [Chicago: University 
of Chicago Press, 19309)). 


2 This point could not be overemphasized. It is of interest to note that a 
minority can exercise this right only if it has access to means of spreading its , 
point of view, its criticism of the majority currently in power, and so forth. 
Private property and private enterprise are essential for this purpose, other- 
wise the minority is deprived of the means to carry out its political fight and 
of the possibility of becoming a majority by constitutional methods. (Cf. 
D. W. Brogan, Is Innocence Enough? [London; Hamish Hamilton, 1941]. 
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in society; fights attempts of some people or groups to 
use their political or economic power to reduce the free- 
dom of others; promotes international economic and cul- 
tural exchanges. At any time and place liberal political 
movements may pursue some special objectives—but 
they have in common, over all time and space, the quest 
for the achievements listed above. It hardly needs to be 
stressed that most of the liberal desiderata still remain 
to be fully achieved. Liberalism requires peace for its 
success, and is particularly endangered by total warfare. 
Hence liberal democracy cannot but decline compromise 
with antiliberal and militaristic movements wherever 
they occur. The policies of ‘“appeasement” are fatal to 
liberalism. Collectivism is the form of economic organi- 
zation which puts the power of planning the distribution 
of resources and finished products into the hands of the 
government. The plans are imposed upon the commu- 
nity and are carried through under governmental orders 
and compulsion. It has been shown in practice as well as 
in theory that the governments which practice collec- 
tivism in economic matters do not remain democratic in 
political matters. The reader may be referred on that 
question to a brilliant book by Walter Lippmann. In 
order to carry out a central plan of economic adminis- 
tration the government cannot admit the individual’s 
freedom of choice and decision. That freedom, however, 
cannot be restricted in economic matters and remain 
undisturbed in other questions, because of the close in- 
terconnection of all the elements of life in society. 

3 An Inquiry into the Principles of the Good Society (Boston: Little, Brown 
& Co., 1937). 
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The contention of this paper stands in conflict with 
the frequently voiced views of “democratic collectiv- 
ists’ (a term which in the opinion of this writer is a con- 
tradiction in notions). Democratic collectivists claim 
that economic collectivism is not only compatible with 
democracy but constitutes its desirable climax. They 
fall the prey to the same illusion which caused various 
philosophers through ages to yearn for a ‘“‘benevolent 
tyrant.” The assumption that men wielding unlimited 
economic powers would always use them in a demo- 
cratic way is too optimistic to be acceptable, particu- 
larly in the light of historic experience. The idea that 
subjection to a government is less painful than sub- 
jection to powerful private interests is also unaccept- 
able: there can be an escape from private attempts at 
domination—there is hardly any escape from the om- 
nipotent state, even if its omnipotence begins modestly 
with economic affairs. One cannot fight abuses of pri- 
vate power by substituting for it governmental power 
capable of greater abuses and less subject to control and 
to check. In addition, the success of centralized plan- 
ning requires a degree of continuity in government 
which cannot be achieved in a parliamentary democ- 
racy. The present war offers telling examples to show 
how the need for centralized war planning leads to the 
suspension of many democratic powers and rights. 

A detailed polemic against collectivism would exceed 
the scope of the present paper; however, the foregoing 
remarks are necessary in order to make clearer the posi- 
tion which the author takes on these broad issues of 
social policy and to define the notions that will be fun- 
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damental to the arguments that follow. The democratic 
society is greatly in need of standards for its economic 
policy. The performance of economic systems during 
the past quarter-century or longer bears witness to that 
need. It may be argued that liberalism has never devel- 
oped a consistent program of specifically economic pol- 
icy. It took a stand on specific issues in the field of com- 
mercial policy, of taxation, etc. At first, in opposition to 
the vexatious controls of mercantilism, laissez faire be- 
came the theoretical principle of policy. Theoretical, be- 
cause in practice the government has continued to exer- 
cise wider functions than those assigned to it by “Man- 
chester liberals.”” The course of events brought up new 
problems which were dealt with individually. Toward 
the middle of the nineteenth century liberalism failed to 
expand its scope so as to include labor issues; instead, 
socialism grew up into a collectivist social philosophy, of 
many shades, but leading toward greater state control— 
particularly since Karl Marx. Instead of eliminating 
abuses of the unequal distribution of wealth, collectivist 
socialists advocated state ownership. Instead of correct- 
ing weakness of the market economy, the later collectiv- 
ists called for its suppression. The story of the decline of 
liberalism and of the rise of collectivism is one that bad- 
ly needs writing. Here it must be noted that the politi- 
cal aspects of that story, in more recent times, consisted 
in what is termed “the crisis of democracy.” The ad- 
vent of communism and of fascism brought to the fore 
powerful antidemocratic and collectivist movements. 
Liberal democracy is threatened by both of them and 
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cannot, at the peril of suicidal destruction, combine with 
one form of collectivism against the other. 

Democracy’s answer to collectivism must be the elab- 
oration of a consistent program of economic policy. It 
must be a program conscious of the new problems and 
issues of our times, a program adapted to the changing 
organization of production, to new techniques of indus- 
try and trade, as well as to new popular aspirations and 
desiderata. The problems of monopoly and of monopo- 
listic competition, those of labor unionism, of social se- 
curity, of economic instability, and the like must thus be 
taken account of in any plans for a democratic and lib- 
eral economic policy. In the absence of plans, it is col- 
lectivism in one form or another that will dominate the 
scene. It must not be forgotten that the rise of collec- 
tivism was due to a not inconsiderable extent to the pas- 
sivity of liberal thinkers, economists, and statesmen in 
the face of urgent problems of economic life. This is par- 
ticularly true of the great depression and of the years 
that immediately preceded and followed. It is—on the 
other hand—one of history’s tragedies that collectivism 
took over the torch of social progress from liberalism, 
and that while offering material improvement to the 
masses it laid foundations at the same time for their 
political enslavement by totalitarian or authoritarian’ 
governments. The following quotations from Professor 
Hayek’s essay on Freedom and the Economic System state 
the issue very clearly: 


Itis....afatal delusion to believe that authoritarian govern- 
ment can be confined to economic matters. The tragic fact is 
that authoritarian direction cannot be restricted to economic life, 
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but is bound to éxpand and to become ‘“‘totalitarian’’ in the 
strictest sense of the word..... The planner . .. . is forced to 
create that singleness of purpose which—apart from national 
crises like war—is absent in a free society..... 

If the experiment of planning leads to the disappearance of 
free institutions, there will be no opportunity for the correction 
of that mistake. Once the only method of peaceful change, de- 
mocracy, has gone, the way for a peaceful correction of an error 
once committed is blocked.4 


It is clear what the answer of liberal democracy must be: 
It must be shown that most of the economic advantages 
promised by collectivists, democratic and otherwise, can 
also be achieved under procedures and with institutions 
proper to a liberal economy.’ It must be also shown that 
at least one of the advantages—namely, complete se- 
 curity—can be achieved only through a surrender of 
political freedom, while relative security can be obtained 
under the liberal system without any danger to freedom. 

The program suggested above represents a large as- 
signment—but it must be completed if one of the great- 
est threats to democratic society is to be eliminated. 
The economic menace to democracy is particularly dan- 
gerous because of its sublety. It does not appear as such 
to the “man in the street” until it is almost too late to 
do anything about it. The case of ‘‘democratic collec- 


4Von Hayek, op. cit., pp. 29, 37. 


5 This does not imply that the ultimate objectives of collectivism and of 
liberalism are the same. The two have different conceptions of society and 
different conceptions as to what are aims of economic activity. This will be 
discussed at the end of this essay. In this place and in some following pas- 
sages we are concerned, however, with concrete objectives of policy which 
may be attained, by different methods, in either form of social and political 
organization. 
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tivists” is at least superficially plausible and is advanced 
with great vigor by a number of outstanding and even 
brilliant writers. It is easy to pay lip service to democ- 
racy while advocating measures which, if adopted, 
would lead to the stultification or suppression of demo- 
cratic processes. The collectivist case has been helped a 
great deal by the attitude of those liberals who, in the 
face of urgent problems the-solution of which could not 
be postponed, advocated a policy of outright laissez 
faire. It was also helped by those who opposed such 

achievements of social progress as unemployment insur- 

ance, labor unions, and collective bargaining and who 

opposed any governmental policy devised to alleviate 
and remedy the effects of the economic depressions as 

well as to attenuate their gravity. To be sure, the poli- 
cies of labor unions and the antidepression measures 

adopted in various countries in the thirties were fre- 

quently open to severe and justified criticism in the 

light of liberal principles; so were the policies of great 

industrial combinations, as well as many other features 

of economic policy of the time. Economic liberalism 

must divorce itself from the lingering remnants of laissez 

faire philosophy, it must drop its purely negative atti- 

tudes, it must cease being on the defensive.® A re- 

juvenated, aggressive, consistent liberalism, advocating 

some and opposing other policies in the name of a set of 

standards that fit the needs of the present, will become 

the economic program for a democratic society. 


6 For a recent, positive study of liberal economic policies, see the very 
thoughtful book by Professor Frank D. Graham, Social Goals and Economic 
Institutions (Princeton, N.J.: Princeton University Press, 1942). 
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The principal difference between a liberal and a col- 
lectivist economy consists in the role played in the 
former by the price mechanism and in the latter by au- 
thoritarian central planning. It is the contrast between 
these’ two methods of achieving the distribution of re- 
sources between the various industries, and of finished 
goods among the various consumers, that constitutes 
the focal point of the controversy. In other words, the 
division of labor, an essential feature of the industrial 
economy, can be achieved in two ways: freely and spon- 
taneously or by “‘dictation from the top.”’ In the former 
case it is the mechanism of prices and markets which 
co-ordinates and organizes the system of division of la- 
bor; in the latter case the central plans provide for that 
division and impose it upon the whole society. Hence it 
is the price mechanism which is the cornerstone of the 
economic system of a liberal society. It must function 
well and smoothly if the economic activities of the com- 
munity and its welfare are not to suffer from disloca- 
tions, disturbances, and depressions. In a liberal society 
the economic organization is such as to provide for the 
production of things that people want; in a collectivist 
society the government decides what will be produced, 
and the wishes of the people are either disregarded or 
treated in.a merely subsidiary fashion.’ 


7Even “democratic socialists,” after demanding state control over pro- 
duction and the suppression or severe limitation of private property, have 
in the end advocated the preservation of a price mechanism in order to be 
able to run the system (cf. Oskar Lange and F. M. Taylor, On the Economic 
Theory of Socialism (Minneapolis: University of Minnesota Press, 1938]; 
Joseph A. Schumpeter, Capitalism, Socialism and Democracy |New York: 
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Ideally, the price mechanism equates the supply of 
goods and the demand for these goods through the insti- 
tution of markets. The resulting price is either equal to 
broadly defined costs of production, exceeds them, or is 
smaller than the costs. Under conditions of equilibrium, 
hardly ever achieved in practice, the price is supposed to 
be equal to costs (per unit of output). If the price is 
higher, there appears a profit which—under conditions 
of free competition with no monopolistic interferences 
with the market—leads to an expansion of output. If 
the price obtained in the market is less than the costs of 
production, there appears a loss, which leads either to an 
improvement of productive techniques and to a reduc- 
tion of costs or to a decline of output. Thus people have 
a way of telling producers what they want and do not 
want and at what price. A profit obtained in a free mar- 
ket is a token of social approval given to producers of 
that commodity and an encouragement to their further 
expansion. A loss is a sort of censure and becomes trans- 
lated into appropriate producers’ decisions. 

Thus the market mechanism requires the appearance 
of profit or of loss; both are indicators of maladjust- 
ments between the calculations of producers and the 
conditions of demand on the market.’ Whatever deci- 


Harper & Bros., 1942], chap. xvi). In practice, however, once the liberal price 
mechanism is abandoned along with the liberal order of society, what follows 
is a system of totalitarian planning in which “markets” and “prices’’ that 
remain do not guide economic activity but are merely used in a subsidiary 
capacity by the planning agencies of the state. 


_ 5 The frequent discussions of the merits and demerits of the “profit mo- 
tive” are beside the point as far as the functioning of a liberal market 
economy is concerned. Economic profit—as well as its counterpart, loss—is 
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sions the individual producer may take, it is subject to 
the approval or disapproval of the market. Thus the 
operation of supply-and-demand relationships acts in 
the realm of economic decisions in a way similar to the 
operation of ballots in the realm of political decisions. 
The distribution of resources follows the pattern of indi- 
vidual decisions rather than that of authoritarian or- 
ders. 

To be sure, the distribution and orientation of re- 
sources and the distribution of consumers’ goods which 
result from market “ruling” may not always correspond 
to popular wishes as expressed through the agencies of 
representative democratic government. In such cases 
corrective measures may have to be taken. These will 
presently be examined. Also, the market may be tam- 
pered with by important private or collective interests. 
It must be protected against such interferences through 
the agencies of law and of government. 

Economic theory has explored very completely and 
carefully the operation of the price and market system 
in most of its various ramifications. There are, never- 
theless, aspects which have been neglected in the nine- 
teenth and early twentieth centuries and which are re- 
ceiving more careful consideration at the present time. 
Here are to be found the intellectual frontiers of eco- 
nomic theory and the maladjustment between some spe- 


an indispensable feature of the system, a part of its general mechanics, Even 
if all people always acted for purely idealistic, unselfish reasons, there would 
be need for the appearance of profits and losses in the operation of individual 
firms. The ethics of the ‘‘profit motive” are an entirely different problem and 
it is regrettable that the two notions have become confused in the minds of 
certain writers and of a certain section of the public. 
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cial aspects of the theory and the problems of current 
economic life. The Keynesian revolution against “‘classi- 
cal economics” is an expression of that need of further 
progress, even if Lord Keynes and his followers often 
err on the side of an excess of verbal criticism and an 
insufficiency of new substitute methods and ideas. Most 
ofall, they pay insufficient attention to the interdepend- 
ence between economic policies and political organiza- 
tion,? and some of their suggestions go rather too far in 
the direction of substituting direct government deci- 
sions for the operation of the price system. The latter is 
a delicately balanced mechanism and needs a careful 
handling and a good deal of protection if it is to function 
smoothly. If it is thrown out of gear and kept so, then 
public dissatisfaction may easily turn the scales in favor 
of an ill-understood collectivist solution. 

There is scope, however, for theoretical progress as 
well as for the working out of new standards and instru- 
ments of policy, and the Keynesians deserve credit for 
shaking complacency within the ranks of liberal econo- 
mists. The ‘‘classical’” system was based on certain 
oversimplified assumptions—in particular that of a per- 
fect mobility of factors of production, of a perfectly 
competitive market, and of a static or stationary econ- 
omy. These assumptions were useful in explaining cer- 
tain connections between phenomena—but they were 


9 It would be interesting to write a corollary to Lord Keynes’s General 
Theory of Employment, Interest and Money, showing the political implications 
and consequences that are inherent in his economic suggestions. The picture 
obtained would be rather far removed, or so it seems to this writer, from the 
main tenets of liberal democracy. 
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only a first step leading in the direction of understanding 
the operation of a dynamic economy working in an im- 
perfect and highly changing society. We must examine 
these problems that were largely ignored by ‘‘classical” 
economists (though not by all of them) and find in that 
examination suggestions which might help us in the 
present inquiry. But first of all let us quote a passage 
from Mr. Walter Lippmann, in which is expressed an 
original and very illuminating comment on the liberal 
political economy of the past century: 


. ... what the political economists had conceived in their science 
was not a picture of the world as it is but a picture of the world as 
it needs to be remade. They had imagined the kind of human 
society in which the social problems arising from the division of 
labor are solved. Thus inadvertently, in the act of trying to sim- 
plify the facts in order to understand them, they had been in- 
spired to discover the criterion by which these social problems 
can be truly defined and true solutions can be indicated..... 
What they overlooked was that in order to imagine how the divi- 
sion of labor would work with perfect justice, it had been neces- 
sary to assume a reformed society of reformed individuals. It 
should have followed, then, that in order to achieve the result in 
practice, it is necessary to make the reforms in practice. 
Instead of the classical economics being an apologetic explana- 
tion of the existing order, it is, when properly understood, a 
searching criticism of that order. It is a theoretical measure 
which reveals how far short of the promise, how unadjusted to 
the needs of the division of labor, is the actual society in which 
we live. Had the liberal economists realized this implication of 
their own hypothesis, .. . . they would have seen that the mis- 
sion of liberalism was to develop the principles by which mankind 
could readapt its habits and institutions to the industrial revolu- 
tion. They would have carried on the tradition that Adam Smith 
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founded, and, like him, they would have been the critics of the 
status quo and the intellectual leaders of its necessary reform.’ 


The political economists to whom allusion is made in 
the passage quoted placed complete reliance upon the 
price system as the agency by means of which a perfect 
distribution of resources and finished consumers’ goods 
could be achieved. They assumed that the price and 
market system would always operate smoothly if al- 
lowed to work automatically. They also assumed that 
no economic problem would be left unsolved or would be 
solved in a way offensive to the ideas of democratic so- 
ciety as to what is just. These assumptions are not war- 
ranted. In abandoning them, many have given up the 
price mechanism as well. This is to be deplored, in the 
interest of a liberal society. It is more constructive to 
keep the price mechanism in a position of honor but to 
implement it by policy, so that it will work in the inter- 
est of society at large and not in that of some special 
groups and so that it will not break down under the 
strain of economic instability. 

It is necessary, furthermore, to realize clearly that 
there are fields outside of the market system which call 
for planned policies—fields like the credit system, public 
finances, commercial policy. These fields constitute the 
framework in which markets operate; interventions in 
these fields by public authorities can be called, there- 
fore, “framework interventions”; they help rather than 
impede the operation of markets and of the price sys- 
tem. Finally, it must be borne in mind that there are 


r0 Lippmann, op. cit., pp. 201-2. 
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matters of public concern, like public health, education, 
social security, preservation of natural resources, etc., 
which cannot be regulated through the automatic opera- 
tion of the price system and have to be solved by addi- 
tional measures. Nor should it be forgotten that social 
freedom requires the taking of certain risks. To be sure, 
the risks may become so great that individuals will re- 
fuse to accept them and will turn to their government 
for support. Often they will fail to realize that they are 
paying for security from risk in terms of a surrender of 
freedom—and sometimes they may realize it and not 
care, such may be their hopelessness and dire despair. 
From this we might draw the following twin conclu- 
sions: The economic system must be so organized as to 
eliminate instabilities the very dimensions of which 
make people refuse to accept risks and make them prefer 
security to other social values, such as individual free- 
dom; but, this being granted, no demands should be 
made on public bodies to eliminate all risk from eco- 
nomic life—for such demands cannot be satisfied within 
the framework of a liberal society. 

The preceding observations lead to the formulation of 
the following three groups of policies, which, taken to- 
gether, constitute a program of economic policy appli- 
cable in a democratic society: 

1. Antimonopoly policies and policies directed against 
any attempts by powerful interests, whether on the side 
of capital or labor, to influence the market to their ad- 
vantage through withholding supply, cutting down pro- 
duction, withholding demand in an endeavor to break 
down prices, and so forth. 
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2. Monetary policies, public finances, business-cycle 
policies, carried out jointly by central banks and treas- 
uries as well as by other agencies of the government. 

3. Social policies, such as unemployment insurance, 
health insurance, public subsidies to education, and so 
forth. 

The proper adjustment of policies in these three fields 
constitutes the main answer to the question about ade- 
quate standards for economic policy in a democratic 
society. 


Il 


All three categories of problems listed above call for 
public policy. The laissez faire ideal rested upon an as- 
sumption of automatism which never was fully realized 
and is nowadays less fulfilled than ever. This does not 
mean that one cannot establish and maintain or dis- 
cover and preserve certain more or less automatic eco- 
nomic ‘‘mechanisms,.”’ Indeed, it could be shown that 
such “mechanisms” are needed and that they simplify 
the tasks of policy-makers." But, fundamentally, the 
system has to be managed. Thus the issue is not one 
between management and automatism. The choice is 
not ‘‘to plan or not to plan” —it is rather the question of 
how to plan and for what purpose. The twentieth-cen- 
tury liberal planning aims at the establishment of a 
smooth-working economic system, centered around 


™ After the war there will be very few “automatisms” left, and we may 
witness the deliberate building-up of new ones. “Planning for automatism” 
is not so paradoxical a notion as it may seem! One of the great values of 
automatic mechanisms for a democratic society lies in the fact that they limit 
the range of arbitrary decisions. In order to give satisfaction they require, 
however, all the “framework interventions” discussed in this study. 
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markets and largely directed through price mechanisms, 
and fitting within the framework of a free and demo- 
cratic society. The freedom of choice and decision, the 
freedom of engaging in enterprise, the freedom of own- 
ing property, are essential democratic freedoms. But no 
one in a democracy can be allowed to use his property 
rights as instruments of political domination, or to use 
his freedom of decision so as to curtail production and to 
- lower standards of consumption of the members of so- 
ciety. No one can be allowed to use his freedom of 
choice, decision, and enterprise to dominate a market 
and to manipulate it to his exclusive advantage, to the 
detriment of other people. This has long since been rec- 
ognized by democracies in the legislation that was 
passed at times for the purpose of eliminating abuses of 
power which developed under a regime of freedom. In 
the United States this took the form, e.g., of the anti- 
trust laws. 

The “‘classical” theory went around the difficulty by 
assuming a perfectly competitive market within which 
all buyers and sellers would be so small, in comparison 
to the entire market, that they could exercise no influ- 
ence upon the formation of the market price. The op- 
posite situation was studied under the name of monop- 
oly. Now the former situation exists in practice but is 
not typical of the modern economic society. Intermedi- 
ate market situations, called ‘‘imperfect”’ or ‘‘monopolis- 
tic’ competition, are very widespread and are connected 
with the rise of large-scale enterprise. Duopoly, oligop- 
oly, monopsony, and other abstract types of markets 
where competition is carried out by units powerful 
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enough to influence directly the price-formation have - 
been developed and scrutinized. Under these conditions 
‘ abuse of power is possible—and, indeed, very frequent— 
and calls for policies on the part of the government. If 
the price system is to function, it must be protected; 
should it cease to function, the case of collectivists 
would be immensely strengthened—as, indeed, it has 
been in recent years. Thus liberalism calls for appropri- 
ate public policy. Since governmental interventions in 
_ the past more often tampered with the price-system 
than protected it from being tampered with by powerful 
interests in society, there is a great deal to be done be- 
fore a proper public policy can be formulated. It would 
be impossible to attempt such a policy without.careful 
and searching studies, nor would it be wise to adopt 
makeshift policies without preliminary thought and 
study. Too much is at stake in the shape of the future 
course of democratic governments. It exceeds, of 
course, the scope of this paper to attempt an answer to 
the questions just raised. The reader might be directed 
to the abundant materials prepared for and by the 
Temporary National Economic Committee in the so- 
called ‘“Monopoly Inquiry” and to the growing litera- 
ture on the subject. Edwin G. Nourse’s work on Price- 
making in a Democracy” must be particularly men- 
tioned as having much bearing upon the issues discussed 
here. 

Since the market, as we have it nowadays, mostly 
deviates from the “ideal”? model worked out by classical 
economists, one can attempt to bridge the gap in one of 

@ Washington, D.C.; The Brookings Institution, 1942-43. 
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two ways. One would be to promote policies directed 
against business concentrations, against the large-scale 
enterprise, against labor unions, etc.’ The other way 
would accept the institutional setup as it is, concentrat- 
ing upon the activity of corporations and organizations. 
Both points of view are represented in the economic lit- 
erature, and the evolution of antimonopoly policies 
shows a tendency to pass from the first approach to the 
second. If the second is adopted, it amounts to saying 
that institutional arrangements are such that abuses of 
power are possible and likely, and therefore controls are 
necessary. It is possible to combine to a certain extent 
the two points of view: thus one may take no steps 
against large corporations as such, or against labor 
unions, but adopt laws which make cartels impossible, 
which eliminate to a large extent holding companies, 
and which for the rest prevent the large units from exer- 
cising the monopoly powers which their size and re- 
sources give them. Along these lines lies the liberal so- 
lution. 

It has been observed" that the tendencies to fix prices 
through cutting down output and the various cartel 
agreements tend to grow in importance in time of de- 
pression. This is very natural in view of the fight that 
ensues for a share in a shrinking market, and the impli- 
cation of it is that by preventing or at least by at- 
- tenuating depressions one diminishes the extent of un- 


13 See the provocative essay by Henry C. Simons, A Positive Program for 
Laissez Faire (‘Public Policy Pamphlets,” No. 15 [Chicago: University of 
Chicago Press, 1934]). 

14 See, e.g., Karl Pribram, The Cartel Problem (Washington, D.C.: The 

Brookings Institution, 1935). 
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desirable interventions by interest groups in the opera-_ 
tion of the price economy. In turn this reduces the need 
for governmental interference. Thus we get to the next 
point, which is that of business-cycle policies. Before we 
discuss this set of problems, mention should be made of 
the flexibility of the economic system. There has been a 
good deal of talk in the past two decades about the sys- 
tem’s becoming more and more rigid and therefore less 
adapted to a liberal management. The assumption of 
complete fluidity, mobility, and flexibility made by clas- 
sical economists has perhaps caused an exaggerated im- 
portance to be attached to perfect flexibility. What is 
needed is a possibility of making adjustments to chang- » 
ing conditions whenever necessary, either automatically 
or by policy. The trouble with economic developments 
during the recent decades has been that automatic ad- 
justments became scarcer, changes in conditions more 
pronounced (through the growing amplitude of cyclical 
movements and through ‘‘cataclysmic” changes caused 
by the great wars), while policies, private or public, 
tended to promote rigidities rather than to facilitate 
adjustments. A study of the modern economic develop- 
ments from this point of view and a critique of policies 
adopted by governments from 1914 to our days would 
probably be most revealing and instructive. In the fu- 
ture we shall need more policies favoring adjustments, 
combined with the antimonopoly policies mentioned 
above and with antidepression policies to which we shall 
turn presently. To give but one example, we might ob- 
serve that the lack of interprofessional and interregional 
mobility of labor has greatly aggravated the unemploy- 
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ment’ problem; yet proper government-sponsored ar- 
rangements could increase both types of labor mobility, 
the former through retraining and the latter through 
assistance given to interregional rales in the form 
of information and subsidy. 

Business cycles are a relatively recent Pi ea it 
undoubtedly connected with the development of the in- 
dustrial and credit systems. The observed economic in- 
stability was at first attributed to the inevitable shock 
of the Industrial Revolution and to the international 
displacements caused by the Napoleonic wars. Gradual- 
ly economists of the “‘classical”’ orientation—though not 
all of them—became absorbed in problems of “static” or 
“stationary” economies. To be sure Sismondi, Malthus, 
and others were deeply concerned with the sufferings 
entailed by the Industrial Revolution, while Karl Marx 
and his disciples condemned the system as a whole, fore- 
casting its inevitable ultimate collapse. Because he was 
more interested in the collapse of the system and its 
replacement by the “dictatorship of the proletariat” 
than in its amelioration and survival, Marx gave a great 
impulsion to collectivism instead of giving a new 
strength to liberalism. In the following years and dec- 
ades the schism grew deeper and liberalism became 
more and more timid. 

From the 1860’s onward the problem of business 
cycles gradually gained in importance as an object of 
economic investigations. The recurrence at fairly regu- 
lar intervals of financial panics and business disturb- 
ances gave the needed stimulus to these inquiries. At- 
tention then shifted to the causes and effects of these 
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crises. Finally economists evolved the idea of “busi- 
ness cycles,” a waving movement in the development of 
economic affairs, a succession of phases of prosperity 
with phases of depression, with booms and crises mark- 
ing the transition from the upward to the downward 
phases of the cycle. Most of the latest advances in eco- 
nomic policy and theory are based on the notion of 
cyclical fluctuations in economic activity. In the course 
of this evolution, some considered economic instability 
as an inevitable feature of the industrial system based 
on private enterprise. Among these there were those 
who, like Karl Marx and his followers, condemned the 
system and demanded its replacement by another one, 
and there were others who considered the instability as 
a reasonable and acceptable price to be paid for the 
progress achieved by the existing system. Some devoted 
only scant attention to the fluctuations of economic ac- 
tivity, others treated them more attentively but looked 
upon them as if they were pathological curiosities on the 
fringe of “normal” economic life. None of these atti- 
tudes was conducive to business-cycle policy. 

In the twentieth century the view gained currency 
that business cycles could be attenuated by policy and 
that they could be attenuated without giving up the 
system of private enterprise and of the market economy. 
It has not been established that economic fluctuations 
could be entirely eliminated—indeed, the presumption 
is that they are connected to a certain extent with the 
dynamic features of society: technical progress, changes 
in the size and structure of population, changes in taste. 
But, if sufficiently attenuated, instability due to these 
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factors may prove to be entirely tolerable. However 
that may be, we have at long last reached the stage 
when business-cycle policy has become one of the cen- 
tral themes of economic thought and action. 

These developments have led to a change of attitude 
on the part of most of the liberal economists, but have 
not done away with collectivism. On the contrary, the 
collectivist position gained supporters, owing to the diffi- 
culties encountered by “‘liberal’’ economies in the course 
of the great depression due to errors of policy in the dem- 
ocratic countries, and owing also to the seeming ability 
of the totalitarian countries to achieve and maintain 
“full employment”’ of men and resources (which was due 
to the preparations for totalitarian war and to the 
prison-camp pattern of totalitarian society). Liberals 
were and are divided according to the various types of 
business-cycle theories they profess: one of the principal 
schools of thought believes that the primary cause of the 
depression is the “boom”’ that preceded it, and that 
policy should be limited to the prevention of the boom; 
another leading school considers that whether or not the 
boom is the only cause of the, depression, the latter has 
to be counteracted by policy rather than allowed to 
“take its course.’”? The former school considers that a 
depression results automatically in a revival, the latter 
considers that there is no foundation for so optimistic a 
belief. There is probably no way to settle the contro- 
versy completely, but it can be said that the second 
school of thought has on the whole received more sup- 
port from facts. The ultimate answer may run perhaps 
along something like the following lines: the deeper is 
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the disruption caused by the breakdown of the boom, 
the more serious are the maladjustments in the struc- 
ture of production which the boom has brought about, 
and the greater will be the need for active antidepres- 
sion policies. The milder the disruptions, the more effect 
can be achieved by the spontaneous forces of the mar- 
ket. } 

What, then, is the scope of business-cycle policy? In 
the first place, the prevention of the boom through re- 
strictive credit policies in the latter stages of the pros- 
perity phase of the cycle. (Keynes and the Keynesians 
disagree with that.) If the maximization of output and 
employment takes place under conditions where malad- 
justments occur in the structure of production, and if 
these maladjustments lead to a depression, then it is 
better not to reach that peak, and so avoid the collapse.*s 
The antiboom policies are largely credit policies, though 
a gradual increase of taxation in the latter part of the 
prosperity phase can undoubtedly help to check the 
“excessive” expansion of business. This part of the pro- 
gram falls under the heading of fiscal policies and will’ be 
examined presently. 

Antidepression policies are more complex. Three 
things are needed in a depression to stimulate private 
initiative: an adjustment of costs to prices, which also 


*§ Those economists who, like the Keynesians, believe that one should 
seek stabilization on the boom level of economic activity do not explain how 
they propose to avoid the structural maladjustments that develop during the 
latter part of the ‘‘upswing” and are largely responsible for the breakdown 
of the boom. Until the theory of structural maladjustments in production 
and money values that develop in the boom is proved incorrect, the demand 
for “full employment” will stand in conflict and contradiction with the de- 
mand for stability. 
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involves a reduction of the rates of interest; the liquida- 
tion of enterprises which resulted from mistaken esti- 
mates of the market; a return of confidence, as expressed 
by the willingness on the part of entrepreneurs to accept 
risks connected with new business projects. In a mild 
depression these three factors may appear spontaneous- 
ly. Ina major depression, policy is likely to be needed to 
achieve the necessary cost-price adjustments and to 
carry out the liquidations. As to confidence, it is recog- 
nizedly a ‘‘tender plant”—it can be said, however, that 
if the first two points are carried out, the third will likely 
follow. It is obviously impossible here to go more deeply 
into the various lines of analysis that would have to be 
carried out in order to get more insight into the nature 
of concrete policies. The great controversy in this field 
is over the extent to which the government should inter- 
vene to stimulate economic activity. Public works, 
“pump-priming,’’? maintenance of consumption stand- 
ards, such are some of the most disputed objectives of 
public policy. As private investments fall off and heavy 
industry loses markets, there is a good case for public 
works. As unemployment grows, there is a good case for 
unemployment relief financed from the public treasury. 
But there is one vital condition: These public policies » 
should be so financed and so carried out as to help the 
attainment of the three objectives of policy listed at the 
beginning of this paragraph. In other words, such poli- 
cies must use the price and market system and not inter- 
fere with it. They must lead to a resumption of private 
enterprise, not substitute for it another system. It is 
here that collectivism has another chance—and, indeed, 
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it has taken it, and by doing so has contributed to the 
failure of antidepression policies in the thirties in most 
of the democratic countries. The ‘‘New Deals’’ every- 
where required for their success a partnership between gov- 
ernment and business. Just as political and economic is- 
sues are interwoven in the complex fabric of social life, 
so the political government and business leadership 
must work in partnership if the liberal economic order is 
tosurvive. Partnership does not involve the domination 
of the government by business or the obedience of busi- 
ness to the government; it calls for the realization that 
there are measures which the government alone can 
adopt, while the system is based essentially on the price 
system and on the freedom ‘of choice, decision, and 
enterprise. 

Antidepression policies, in their public sector, involve 
deeply the treasury and the budget. Public finance has 
come of age in the past decade and has become a very 
active factor in the administration of economic life. 
While in prosperity the treasury is well advised to ac- 
cumulate a surplus and to slow down the pace of eco- 
nomic life with a view to preventing a boom from de- 
veloping, in depression deficit spending may have to be 
added to the spending of the accumulated surplus. It 
must also be realized that some of the investments made 
by the government during the depression may be as pro- 
ductive as certain private investments, and that certain 
sectors of economic life may be entirely managed by 
public bodies without interfering with private enter- 
prise in the remainder of the economic system. The eco- 
‘nomic as distinct from technical aspects of public finance 
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are now beginning to be explored, and a fascinating 
frontier of political economy lies ahead, barely touched 
by the human mind. Future developments will prob- 
ably lead to defining new opportunities for and methods 
of public policy. But what must always be kept in mind, 
in the interest of liberal democracy, is that public 
finance must use the price mechanism and the market 
system rather than provide substitutes for them. 

The liberal economic system is criticized by ‘“‘demo- 
cratic collectivists” and taunted by totalitarian collec- 
tivists in the name of two objectives which it has failed 
to achieve and which the totalitarian countries are said 
to have reached. One is full employment, the other, full 
security. Now it must be said that neither of these ob- 
jectives is simple; nor are the “‘achievements”’ claimed 
by and for the totalitarian systems at all comparable 
with those which the liberal system is aiming at. 

Liberal democracy endeavors to reduce unemploy- 
ment to a small minimum and to expand national in- 
come to the highest level obtainable under conditions of 
freedom. People are to find jobs without surrendering 
their freedom of accepting or refusing any particular 
job. People are to have their consumption increased 
without giving up their right to choose what they wish 
to do with their income. This is an entirely different and 
infinitely more difficult proposition than to put every- 
body to work under government orders, under compul- 
sion, and to provide for the production of things the 
government considers to be necessary. Furthermore, the 
so-called success of the totalitarian systems has been ob- 
tained in a war economy, never in a peacetime economy, 
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and it is in the latter alone that the freedom of choice 
and decision finds its fullest expression in a liberal sys- 
tem. Even if the totalitarian systems were able to in- 
crease the material welfare of people in peacetime, they 
would do it only by strictly limiting individual freedom 
—and more freedom may be and in the light of history és 
more important to people than more consumers’ goods. 
Full security, as has already been pointed out, is not 
available for people who are free agents in a changing 
world. The refusal to accept risks is worthy of slaves, 
not of free men. It is only when risks become excessive 
that the fear of starvation and destitution dims the light 
coming from the torch of freedom: this is why it is one 
of the duties of a democratic government to insure a 
relative and relatively high security. Freedom from 
want is an essential requirement of society—but it must 
be sought within a liberal framework and must not be 
confused with a governmental promise of definite stand- 
ards of living above a decent minimum. 

For liberal political economists the maximization of 
national income is the aim of economic activity, rather 
than “full employment,” which is considered to be but a 
means to an end. This does not mean that liberal econo- 
mists look with equanimity upon large-scale unemploy- 
ment. They consider this, however, as a symptom of 
cyclical movements of economic activity and they are 
interested in reducing the amplitude of these fluctua- 
tions. If that should succeed, unemployment figures 
would permanently drop and social security increase. 
The doctrine of ‘secular stagnation” and of the large 
“secular unemployment” connected with it appears as. 
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unproved to many, including the present writer." Yet 
it is only on such an assumption that large-scale un- 
employment needs to be considered on another than 
business-cycle basis. One allowance must be made, how- 
ever, and that is technological unemployment. In a 
world of technical progress this is unavoidable. The im- 
pact of technology upon employment can be attenu- 
ated, however, by the adoption of policies, to which 
allusion has already been made,’? which improve the 
interprofessional and geographical mobility of labor. 

In the great depression two factors were at work 
which were largely responsible for its dimensions and 
none of which needs to recur again. One was the stultifi- 
cation of the price mechanism. The other was the break- 
down of international markets under the strain of eco- 
nomic nationalism and of a credit inflation that came to 
an end. 

If we manage better the international economic sys- 
tem as well as the different domestic market systems, 
then the principal problem will be one of reducing the 
amplitude of business cycles. And this calls, as already 
mentioned, not only for antidepression policies but also, 
as a preventive measure, for slowing down the “up- 
swing” before it develops into a boom. Now it is very 


16 The principal exponents of the “secular stagnation” idea were, before 
the war, Mr. J. M. Keynes in England and Professor Alvin H. Hansen in the 
United States. It would greatly exceed the scope of this study to analyze 
_ their points of view and to show that they are based on very particular as- 
sumptions, the validity of which is not sufficiently general to warrant the 
conclusions derived from them, It is not impossible that, having been very 
time-bound, these conceptions will not be held even by their authors after the 
war is over. 


17 See above, p. 20. 
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likely, in the light of the leading theories of the business 
cycle, that the prevention of booms can only be achieved | 
if the economic system keeps some leeway that comes 
from the availability of free resources."* In the longer 
run national income is better increased by a slow up- 
ward movement than by a quick ascent to the peaks of 
boom-time full employment, followed by a depression. 

Collectivism, to be sure, promises permanent “full 
employment.” But this is paid for by a surrender of 
political freedom. If the choice were between the full 
utilization of available productive capacity under condi- 
tions of collectivist planning (provided collectivism can 
solve the problem of optimum distribution of resources, 
which many economists doubt), on the one hand, and a 
lesser utilization under conditions of liberalism, then in 
the interest of democracy one should choose the smaller 
output and consider the balance as a price for freedom. 
But it is not even certain that such a choice really exists. 
Indeed, to judge by their past performance, it is the 

.liberal systems, not the authoritarian ones, which have 
led to the greatest simultaneous improvement in stand- 
ards of living and in social freedom.”? 

The limitations of space prevent any further elabora- 
tion of the foregoing ideas. The solution of the problems 
mentioned requires a long and systematic effort on the 

8 See D. H. Robertson, ‘“‘A Survey of Modern Monetary Controversy,” 
in his Essays in Monetary Theory (London: P. S. King & Son, 1940). 


19 The collectivist systems have given their proofs only as systems of war 
economy, and no one can doubt that they are well fitted for totalitarian war- 
fare. Thus far, however, they have not demonstrated their ability to cope 
with the more complex problems of a peacetime economy. 
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part of scholars and statesmen. It is clear that the agen- 
da of liberal economics are abundant and that they open 
wide and enticing vistas. A few more points will be 
merely mentioned, important though they are. The call 
for greater equality in the distribution of the national 
income has been systematically voiced by liberal demo- 
crats. It has been taken over by collectivists. But it will 
be noted that collectivist systems have developed new 
classes of incomes and new inequalities, while liberal sys- 
tems have found in their public finances, in taxation in 
particular, an effective instrument for modifying the 
distribution of national income. The price mechanism, 
left alone, results in considerable inequalities. But these 
can be corrected without in any way interfering with the 
price system.” Thus a wide scope is open for “peaceful 
change” within the framework of a democratic society. 

There are othér matters to be mentioned. The demo- 
cratic society may demand that children be educated 
regardless of the financial status of their parents, that 
the poor be given adequate medical care even if they 
cannot pay for it, that natural resources be preserved 
from destruction. In all these fields the state can inter- 
vene, using the market whenever necessary. Some peo- 
ple will call this “socialism.” The term is ambiguous. 
It certainly is not collectivism—indeed, it fulfils many 
of the most recognized liberal desiderata. 


20 This “‘correction” will result in changes in the distribution of effective 
demand between different markets and thus in changes in the price structure 
and in the structure of production. While this will affect the distribution of 
resources between various uses, it will be effected through the price and 
market system and will in no way invalidate its operation. 
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IV 


Sketchy though it is, this discussion must not leave 
aside international considerations. Indeed, they are 
most important elements in the picture. The liberal doc- 
trine tends toward internationalism, collectivism is es- 
sentially nationalistic. And this is not an accident. To 
be sure, one could easily imagine a state that would be 
democratic within its boundaries and yet nationalistic; 
indeed, this has happened many times in history—in- 
cluding very recent history. It would be less easy to im- 
agine a state which, though totalitarian, would be gov- 
erned by an internationally minded, pacific “benevolent 
tyrant.’ Nationalistic democracy is not a contradiction 
in notions; rather, it is in the nature of liberalism that it 
should tend to be internationally minded. However, de- 
mocracy may not be, and often is not, fully liberal. In 
our days the world has shrunk through the processes of 
modern technique, the world economy is more closely 
knit together than ever—except when torn apart by 
policies of totalitarian collectivism, by more moderate 
forms of collectivism, and by governmental regulations 
adopted, in democratic countries, in the name of nation- 
alism and under the pressure of groups of special inter- 
ests. The crisis of liberalism was illustrated in the past 
decades not only by political movements but also by the 
growth of economic nationalism. It is not an accident 
that the recurrence of political despotism coincided with 
a reversion to mercantilism in economic affairs. The 
freedom of international trade and finance and the free- 
dom for men to move across the globe are time-honored 
requirements of liberalism. Also, liberalism has always 
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been an adherent of international peace. Collectivism 
leads, on the other hand, to the exaggeration of the im- 
portance of the state. Collectivist planners can carry 
out their plans only within the state. Hence they tend 
to become impatient with foreign relations and sub- 
ordinate them to domestic affairs. In the realm of eco- 
nomic relations there follow demands for “‘insulation,” 
isolation, autarchy—and policies implementing these 
demands. To the extent to which collectivists realize 
the fundamental unity of the globe, they demand (e.g., 
Harold Laski, H. G. Wells, etc.) a world state built on a 
collectivist principle. Or, again, the collectivists of an- 
other type (those who politically are empire-builders) 
strive to obtain by conquest the rule over a wide terri- 
tory—realizing that an autarchic state has to be a 
“have-not” unless it owns the major part of the globe. 
A liberal state in a liberal world is, of course, never a 
“have-not,”’ because its citizens can trade the world 
over. 

With particular reference to the problems mentioned 
in the preceding section of this paper, it should be 
stressed that business cycles are not any more the spe- 
cial feature of a country than they are of a region within 
that country. There is no “French” or ‘English’ or 
“American” cycle, any more than there is a business 
cycle of the state of New York or of the state of Cali- 
fornia. To be sure, the cyclical movements that take 
place in the world economy have varying regional mani- 
festations in accordance with the economic structure of 
the different regions—but all the regions are organically 
interrelated. National policies of “insulation” can cause 
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discrepancies to become larger and can create the im- 
pression of “national cycles”—but to a careful student 
it will be clear that the policies in question have brought 
about the results which are claimed to be the causes of 
the policies. It is the nationalistic policies that divide 
the world, not any divisions of the world that are the 
justification of policies of nationalism. 

A proper business-cycle policy is the foundation of a 
stable price economy. And an international co-ordina- 
tion of national business-cycle policies is the condition 
of successful national policies. The point of view just 
expressed is controverted by economic nationalists, but 
to this writer it appears as entirely justified, historically 
as well as analytically. It is also increasingly recognized 
as valid by the noncollectivist economists, and has found 
its way into recent agreements between the United Na- 
tions.” It must also be realized that the operation of the 
market economy at home requires, owing to the impor- 
tance of international trade, the existence of well-func- 
tioning international markets. The latter, in turn, de- 
pend upon the operation of domestic market economies 
in the various countries. The two are different ap- 
proaches to the same realities. 

If individuals (physical and legal persons) trade with 
each other rather than governments, there is less scope 
for discriminations, for frictions, for controversies be- 
tween states. The function of governments here, as in 
the domestic sphere, is to provide a workable frame- 
work and to prevent abuses by powerful groups. An in- 


21 See in particular the Anglo-American Agreement of February 23, 1942, 
Article VII. 
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ternational bank, an international co-ordination of busi- 
ness-cycle policies, international agreements establish- 
ing and maintaining monetary stability, developments 
tending toward freer trade, the re-establishment of the 
flow of capital toward underdeveloped countries, an in- 
ternational body regulating migrations, an international 
collaboration in the field of social policies—such are the 
principal requirements in the international field, which 
must be combined with the domestic program indicated 
above. 


Vv 


As we reach the end of this brief discussion of liberal 
economic policies, an important question may arise in 
the reader’s mind, without an answer to which this 
study would not be complete. This is the question: Is 
the contrast between economic liberalism and collec- 
tivism exclusively one of methods and means, or is there 
also between the two systems a profound difference in 
economic and social aims? 

There can be no doubt whatever as to the existence of 
a sharp contrast in methods. Indeed, these methods are 
so profoundly different that it may be doubted whether 
such deep-rooted differences can be merely differences in 
means and not involve divergencies in aims. This point 
will be discussed later. In addition, however, there are, 
according at least to the present writer, important dif- 
ferences in objectives. 

On the face of it, this contention may appear ill- 
founded and may seem to contradict some of the earlier 
arguments developed in this essay. For has it not been 


[35] 


f 


claimed here that liberal economic policies could fulfil 
the principal promises of collectivism; that they could, 
most likely, bring about a high level of employment and 
of social security and, certainly, the maximization of 
national income; that they could make possible almost 
any distribution of income which the body politic con- 
siders to be desirable; and so forth? But is this not pre- 
cisely what collectivism proclaims as its aims? 

It has already been indicated” that the interpretation 
put by liberal economists upon the notions of unemploy- 
ment and of prosperity differs considerably from the col- 
lectivist interpretations. The liberal program wants to 
provide the widest employment compatible with the 
right of individuals to accept or to refuse any particular 
job; and it wants to provide the maximum possible 
amount not merely of goods but of satisfactions—that is 
to say, of the type of goods people wish to have, at the 
time and place where these goods are desired. 

Collectivism, on the other hand, limits very strongly 
or eliminates completely any freedom of choice on the 
part of individuals. This includes also their right to 
choose the job they like and demand the wage they want 
and refuse to work if they are not paid this wage. That 
is why the problem of unemployment does not arise in a 
collectivist society in the same manner in which it arises 
in a liberal society. Production is planned from the top, 
not guided by market processes. The government of the 
state is economically all-powerful. At best this is pa- 
ternalism, but most likely it simply amounts in practice 
to authoritarian despotism. 

22 See above, pp. 27-28. 
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Thus the contrast is not confined to methods of ac- 
tion; it extends to aims, and this even in sectors where it 
might seem at first that the two systems strive for the 
same objectives. 
Fundamentally, we have here much more than the 
opposition between two systems of organization of eco- 
nomic activity, between two systems of planning pro- 
duction and carrying out distribution: we have an op- 
position between two conceptions of society. And in our 
lifetime civilized mankind will have to decide, within the 
framework of individual countries as well as internation- 
ally, in just what sort of social organization it wishes to 
live. The conflict between freedom and serfdom is an 
old one. Upon its outcome will depend whether deci- 
sions affecting society at large will be taken, in economic 
as well as in other matters, as a result of polling the mil- 
lions of men composing society, each of whom can freely 
reach his own personal choice and decision, or whether 
they will be taken on the very top of the political or- 
ganization, by a small group of powerful men, and im- 
posed upon the rest of the population, if need be by 
force. This issue is before us and the economic aspects 
of it furnish the main substance to the contrast between 
the two systems of economic policy discussed in this 
essay. 
If this contrast were merely one of method the prob- 

lem that faces us would be less important than it seems 
~ to be in reality. We could then say that, regardless of 
the method, desirable aims would be achieved, and once 
achieved they would allow us to forget the method. But 
such reasoning would assume a complete duality of 
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aims and means. Is it certain, however, that such duali- 
ty really exists in the realm of economic relations? Are 
economic aims ever reached once and for all? Is the prob- 
lem of stable prosperity ever definitively solved? Is it 
not true, rather, that the economic process is a continu- 
ous, ever-to-be-renewed quest for better living, safer as 
well as more prosperous? And, if this is granted, how 
could we consider aims and means as being separate 
from one another? 

Here another important difference between liberalism 
and collectivism ought to be stressed. The latter plans 
concrete achievements in terms of quantities of various 
goods to be produced in a determined span of time. A 
plan, when completed, is followed by another plan, and 
by many more such specific concrete plans. But in a 
liberal society there are no such concrete objectives. 
There can be none, except on a very minor scale, since 
the total quantities of goods produced during, say, a 
year, are the aggregate result of many individual deci- 
sions and actions. Therefore in a liberal society it can 
only be said: ‘So much of various goods has been pro- 
duced in a given past year,” but not: “So much will be 
produced this year or next year.”’ There exists, there- 
fore, in the collectivist economy a notion of aims which 
does not appear in a liberal one. 

A war economy, with its concrete aims in terms of war 
goods, with its necessary subordination of civilian to 
military needs, with its unified command, is, to a larger 
or lesser extent, a collectivist economy. This follows 
from the very nature of total warfare. The prevalence in 
the world of this wartime collectivism (or. frequently, 
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semi-collectivism) must not obscure our view of the is- 
sues with which we shall be confronted when the war 
ends. Liberal democracy must accept such a collectivist 
interlude in order to win the war and obtain a new lease 
on life. It accepts it as a part of the sacrifices required 
for victory. It accepts it as an emergency expedient of 
limited.duration, as a surgical treatment upon which 
survival depends. But, beyond war and victory, there 
lie before us wide vistas of the future. Reconstruction 
and bold improvements are ahead. Will the twentieth 
century, till now so tragic, see the advent of a rejuvenat- 
ed, forceful liberalism, and with it the dawn of a better 
day? What could be a more inspiring, a more forceful 
challenge to this generation, a goal more worthy to strive 
for, than that of a society of free men, seeking their moral 
and spiritual advancement at the same time as their 
material welfare, under the reign of law, democracy, and 
peace? 
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